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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:
REVIEW OF BELLSOUTH

)
TELECOMMUNICATIONS, INC.'S ) CASE NO. 99-434
PRICE REGULATION PLAN )

ORDER

The Commission established this proceeding to review the terms of the price
regulation plan of BellSouth Telecommunications, Inc. (“BellSouth”) and examine
options for modifications to the plan. BellSouth has filed its response to the audit report
conducted by Vantage Consulting, Inc. and has filed its productivity analysis and
proposed changes to the price regulation plan.

BellSouth should respond to the following requests for information:

1. BellSouth’s equity returns have been high over the past few years. The
Audit Report discusses the total factor productivity (“TFP”) index as being
“backward-looking” and states that BellSouth achieved its productivity gains in part by
decreasing its workforce.

a. Explain why productivity gains are going to diminish over the next
two years.

b. If BellSouth’s earnings remain high, is this a sign that BeliSouth is

continuing to experience productivity gains in excess of the inflation rate?




C. BellSouth is currently restructuring its labor force in certain
categories. Does this counteract some of the productivity losses sustained from hiring
additional labor in other categories? Explain.

d. Provide BellSouth’s projections for the next 2 calendar years for
intrastate regulated revenues, regulated expenses, and taxes by major Part 32
accounts.

e. Explain the current status of the Federal Communication
Commission’s (“FCC”) deliberations regarding the productivity factor applicable to price
cap companies.

2. Provide a complete price out of the services currently in each market
basket.

3. Provide a complete price out of the services as proposed in each renamed
and restructured market basket.

4. Would BellSouth advocate that all incumbent local exchange carriers
(“ILECs") in Kentucky eliminate their respective non-traffic sensitive revenue
requirement (‘“NTSRR”) in the same manner as it is advocating for itself? Explain.

5. If the Commission eliminates NTSRR, how will the coming changes in the
structure of access charges at the federal level be handled in Kentucky? Explain in
detail.

6. Provide the cost studies supporting proposed UNE non-recurring charges,
as well as all workpapers and explanations.

7. a. Provide the UNE price lists by state for all UNEs, including non-

recurring charges, resulting from arbitration proceedings in any BellSouth state.




b. Regarding these other state arbitration proceedings, are there any
UNE rates for which a BellSouth cost model was not used? If so, which UNE rates and
what cost model were used?

8. Is BellSouth aware of any price cap plan containing market baskets
structured similarly to those in its proposal? Explain.

9. Regarding Service Quality Measures, is BellSouth aware of any measures
being contemplated at the FCC which would impact those “services” in the proposed
“industrial” or “retail” market baskets? If so, list the items and explain.

10. Regarding Service Quality Measures, are there any arbitration proceeding
decisions or any ongoing arbitration proceedings in any BellSouth state, containing
Service Quality Measurements that would impact any of the proposed market baskets?
If so, list by state and explain.

11. For those services in the proposed ‘“industrial” market basket, what
competitive pressures will discipline BellSouth to maintain high levels of service quality,
especially after it enters the interLATA markets?

12.  What does BellSouth see as alternatives if the Commission decides not to
raise local rates, as proposed in its filing?

13. IfNTSRR is eliminated by rolling it into local rates, then how should further
access charge reform at the federal level be treated in Kentucky?

14. a. How does the Coalition for Affordable Local and Long Distance

Services (“CALLS") proposal affect BellSouth’s filing? Explain.




b. Since the CALLS proposal agrees to continue with a 6.5 percent
productivity factor, does BellSouth see any conflict with the auditor's reports, which
recommends discontinuation of the productivity factor? Explain.

IT IS HEREBY ORDERED that BellSouth and other parties shall comply with the
procedure set forth herein.

1. By March 24, 2000, BellSouth shall respond to the items requested herein.

2. By April 7, 2000, parties may submit additional requests to BellSouth.

3. By April 24, 2000, BellSouth shall respond to the additional requested
items.

4. By May 8, 2000, direct prefiled testimony of all witnesses shall be
submitted.

5. Any party filing testimony shall file an original and 12 copies. The original
and at least 3 copies of the testimony shall be filed as follows:

a. Together with cover letter listing each person presenting testimony.

b. Bound in 3-ring binders or with any other fastener which readily

opens and closes to facilitate easy copying.

C. Each witness’s testimony should be tabbed.
d. Every exhibit to each witness’s testimony should be appropriately
marked.
6. There shall be a public hearing in Hearing Room 1 of the Commission’s

offices at 211 Sower Boulevard, Frankfort, Kentucky beginning at 9:00 a.m., Eastern

Daylight Time, on June 6, 2000. Opening statements, closing statements and direct

testimony shall be permitted only upon special leave.




Done at Frankfort, Kentucky, this 10th day of March, 2000.

By the Commission

ATTEST:

Executive Difettor




- COMMONWEALTH OF KENTUCKY
PUBLIC SERVICE COMMISSION
730 SCHENKEL LANE
POST OFFICE BOX 615
FRANKFORT, KENTUCKY 40602
www . psc.state.ky.us

Paul E. Patton (502) 564-3940
Governor Fax (502) 564-1582

January 10, 2000

Creighton E. Mershon, Sr., Esq.
General Counsel-Kentucky
BellSouth Telecommunications, Inc.
601 West Chestnut Street, Room 407
P. O. Box 32410

Louisville, Kentucky 40232

RE: Letter for Confidential Protection

Case No.: 99-434

Dear Mr. Mershon:

Ronald B. McCloud, Secretary
Public Protection and
Regulation Cabinet

Helen Helton
Executive Director
Public Service Commission

The Commission has received your letter filed December 17, 1999, to protect as confidential
Attachment 4 to Bell South's Transition Regulation Plan, all part of Bell South's response to PSC
order dated 10/25/99 regarding Management Audit. A review of the information has determined
that it is entitled to the protection requested on the grounds relied upon in the letter, and it shall

be withheld from public inspection.

If the information becomes publicly available or no longer warrants confidential treatment, you
are required by 807 KAR 5:001, Section 7(9)(a) to inform the Commission so that the

Sincerely,
Q%\‘E a ( . \Of\
C. Helton }

Executive Director

information may be placed in the public record.

'nucAﬂou
PAYS

AN EQUAL OPPORTUNITY EMPLOYER M/F/D
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BELLSOUTH

BellSouth Telecommunications, Inc. 502 582-8219 . Creighton E. Mershon, Sr.
P. 0. Box 32410 Fax 502 582-1573 General Counsel - Kentucky
Louisville, Kentucky 40232 , Internet
or Creighton.E.Mershon@bridge.bellsouth.com
BellSouth Telecommunications, Inc.
601 West Chestnut Street, Room 407

Louisville, Kentucky 40203 . RECEI VED

December 21, 1999

Helen C. Helton

Executive Director %‘Q 2 <§\
Public Service Commission %f%@ {%@ <>
730 Schenkel Lane }Q%%% .

P. O. Box 615 <<

Frankfort, KY 40602

Re: Review of BellSouth Telecommunications, Inc.’s Price
Regulation Plan
PSC 99-434

Dear Helen:

In connection with BellSouth’s filing in the above-
captioned case on December 17, 1999, reference is made to
footnote 8 on page 5 of the Response of BellSouth.
Telecommunications. The footnote indicates the “USTA Ex Parte,
September 10, 1999, filing in Docket No. 94-1 by Linda Kent” is
attached to the pleading itself. Actually, the USTA Ex Parte
TFP Study Update is included in BellSouth’s filing as Attachment
6 to the BellSouth Transition Regulation Plan.

Sincerely,

el

Creighton E. Mershon, Sr.
cc: Parties of Record
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®
® BELLSOUTH

BellSouth Telecommunications, Inc. 502 582-8219 Creighton E. Mershon, Sr.
P. 0. Box 32410 Fax 502 582-1573 General Counsel — Kentucky
Louisville, Kentucky 40232 Internet
or Creighton.E.Mershon@bridge.bellsouth.com
BeliSouth Telecommunications, Inc.
601 West Chestnut Street, Room 407
Louisville, Kentucky 40203

December 17, 1999

Helen C. Helton

Executive Director %agzé

Public Service Commission ésyby
730 Schenkel Lane 0501 @@
P. O. Box 615 . ?1999
Frankfort, KY 40602 : ﬁ‘%c

o

Re: Review of BellSouth Telecommunicatioffs, Inc.'’s Price
Regulation Plan '
PSC 99-434

Dear Helen:

Enclosed for filing in the above-captioned case are the
original and ten (10) copies of BellSouth’s response to the
Commission’s October 25, 1999, Order in this case.

A portion of the filing (Attachment 4 to BellSouth'’s
Transition Regulation Plan) contains confidential, commercial,
or proprietary information. Similar information was granted
confidentiality by the Commission in Administrative Case 360 on
February 2, 1998.

One copy of the proprietary information is provided to the
Commission, and to the Attorney General, AT&T, MCI, and Sprint
pursuant to Confidentiality Agreements signed by those parties
in Case No. 94-121, Application of BellSouth Telecommunications,
Inc. d/b/a South Central Bell Telephone Company to Modify its
Method of Regulation.

The Commission’s Order of October 25, 1999, requires
service on parties to Case 94-121. In complying with that
order, BellSouth has consolidated certain entities where they
had multiple names listed. Consultants were not served, only
the entities they represented were served.



mailto:hton.E.Mershon@bridge.bellsouth.com

Helen C. Helton
December 17, 1999
Page 2

Ten edited copies are provided to the Commission and an
edited copy is provided to all parties of record. Should any
other party want a copy of the proprietary information, a copy
will be provided pursuant to execution of an appropriate
Protective Agreement.

Sincerely,

Creighton E. Mershon, Sr.
Enclosures
cc: Parties of Record

190427




CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing was served on
the individuals on the attached Service List by mailing a copy

thereof, this 17th day of December 1999.

Conialt Vovons o

CreigHton E. Mershon, Sr.
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In the Matter of:
REVIEW OF BELLSOUTH TELECOMMUNICATIONS, ) CASE NO.
INC.'S PRICE REGULATION PLAN ) 99-434

RESPONSE OF BELLSOUTH TELECOMMUNICATIONS

In its October 25, 1999 Order in this case, the Kentucky Public Service
Commission (“Commission”) directed BellSouth Telecommunications, Inc.
(“BellSouth”) to file a response by December 17, 1999. The requested response is to
include not only BellSouth’s response to the audit report, but also a productivity analysis,
and any changes to the price regulation plan BellSouth may propose. Pursuant to the

Commission’s Order, the following is BellSouth’s response.

RESPONSE TO THE AUDIT REPORT

The audit report accurately reflects BellSouth’s performance under the price
regulation plan, and effectively depicts the regulatory challenges facing the industry in
the present as well as in the future!. In particular, BellSouth gives special endorsement to

the following recommendations made by the auditors:

I1I-R2 More communication among the Commission, BellSouth, and other
industry participants,
IV-R2 Revision of service objectives,

! Although BellSouth is in general agreement with the auditors' findings and recommendations, BellSouth
does have a differing position with respect to the auditors’ recommendation to leave the three service
categories as they are.




V-R1 Removal of productivity index from the plan,

VII-R1 Initiation of proceedings to 1) eliminate subsidies from retail rates, and
2) de-average Unbundled Network Elements (“UNEs”), and

VII-R2 Movement forward with rate re-balancing efforts.

The audit report is progressive in its recognition that BellSouth can play a positive
role in the economic development of the Commonwealth. The current
telecommunications marketplace affords Kentucky, the Commission, and the industry an
opportunity that must be seized. As the auditors point out in Chapter III of the audit
report (see pages 66 and 67), BellSouth already has an impressive record in its
involvement with Kentucky's economic development through its many contributions and
participation in projects like the Telecommunications Research Center and the Kentucky
Information Highway (“KIH”). BellSouth wélcomes the opportunity to work with the
Commission and the industry in creating a climate that encourages additional investment
and programs to enhance the economic health of the Commonwealth and to accomplish

policy objectives the Commission identifies.

PRODUCTIVITY ANALYSIS

As stated above, BellSouth endorses the auditors' recommendation that the
productivity index be eliminated from the plan. The auditors concluded that the
productivity index is not relevant to today’s marketplace and, indeed, in the long run,
drives prices irrationally when competition in the residence marketplace is desired.
BellSouth, therefore, agrees with the auditors' opinion (see page 120) that the

productivity study should not be required. However, to be responsive to the




Commission's Order, BellSouth has attached the United States Telephone Association
(“USTA”) update to the Federal Communications Commission (“FCC”) Total Factor
Productivity (“TFP”’) methodology filed by the USTA for the industry at the FCC.

The FCC’s 1997 Price Cap Order” established 6.5% as the annual X-factor,
effective July, 1996. USTA, BellSouth and others appealed this aspect of the FCC’s
1997 Price Cap Order. On May 21, 1999, the United States Court of Appeals for the
District of Columbia Circuit’ reversed and remanded the FCC’s X-factor decision to the
FCC. The remand was based on the fact that the FCC staff’s interpretation of its own
study results did not support an X-factor of 6.5%. The Court allowed the 6.5% X-factor
to be applied while setting a deadline of April 1, 2000 for the FCC to respond. On
November 15, 1999 the FCC adopted a rulemaking proceeding® seeking comment on the
X-factor in the Price Cap LEC interstate pricing formula. The rulemaking proceeding
seeks comments on alternatives to set the level of the X-factor, retroactively, for the
remand period and prospectively.

Since the Kentucky Price Regulation Plan was adopted, much experience and
expertise has been gained with productivity studies. BellSouth has been participating in
an industry process (for large telecommunications companies) to develop industry-based
productivity studies. Professor Frank M. Gallop previously filed a “Statement in Support
of BellSouth Reply Comments” in the FCC’s proceedings on the X-factor’ indicating that

the only appropriate way to set a “fair” X is on an industry basis. Based upon these

2 Price Cap Performance Review for Local Exchange Carriers, Fourth Report and Order in CC Docket
No.94-1 and Second Report and Order in CC Docket No. 96-262, 12 FCC Red 16642 (1997) (“1997 Price
Cap Review Order”)

3 USTA v. FCC, 188 F.3d 521 (D. C. Cir 1999) (“USTA v. FCC")

4 FCC Docket No. 94-1; 96-262, Further Notice of Proposed Rulemaking, issued November 15, 1999.

5 CC Docket No. 94-1, Reply comments of BellSouth, March 1, 1996; pp. 4 and 42 — 44.




proceedings, it is clear that superior performers compared to industry peers can reap the
rewards of their efforts and weaker performers are pressured to try harder to catch up.
ATT, MCI, Ad HOC, and the FCC have all been using industry-based TFP studies since
1996. In fact, in its May 1999 remar‘ld6 of the 6.5% X-factor, the Court of Appeals for the
District of Columbia upheld the FCC’s position that "total company" was an appropriate
basis for a TFP study. The Court rejected intervenor claims favoring an “interstate only”
productivity analysis’. USTA and BellSouth strongly suﬁported conducting an “X-factor”
study only on a total company basis due to joint and common costs, mixed use of plant,
and the arbitrariness of accounting separations.

As the auditors concluded, TFP studies are inherently backward looking. For
example, the industry, and BellSouth in particular, have made significant improvements
in headcount per 10,000 access lines as reflected in Table 1, but this major source of
productivity gain is unlikely to continue in the future.

Table 1: RBOC and BellSouth Improvement in Employees per 10,000
Switched Access Lines

Average of RBOCs BellSouth Region
Excluding BellSouth

End of 1992 36.49 42.51

End of 1998 25.16 23.76

Improvement (11.33) (18.75)

8 USTA v. FCC

T USTA v. FCC (“In the first place it is not clear that “interstate productivity,” as opposed to total company
productivity, is measurable, or even economically well-defined. This is so because direct productivity
measurement requires measurement inputs, and there is no obviously meaningful way to segregate LEC
interstate and intrastate inputs because, as is undisputed, ‘interstate and intrastate services are usually
provided over common facilities.” 1997 Order, 12 FCC Red at 16,685, p 107. The Commission had
previously recognized this analytical difficulty, questioning ‘whether it would be possible to develop
separate production functions for interstate and intrastate services,’ id., and it never unambiguously

declared the issue resolved”).




The following chart reflects the trend reversal in employees per 10,000 access

lines for BellSouth in Kentucky.
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3500
3000 \
2500 ‘\\f\\

2000

1500

1000 n— —0— —

500

1904 1995 1996 1997 1998

I_D_avg Als (000) _e— EOY headcount _.emp/10000 Als I

30

1 25

120

115

110

As the audit report indicates, the role of the X-factor should be supplanted by

competition and market forces. This is particularly true now that the implementation of

the Telecommunications Act of 1996 (“the 1996 Act”) has removed barriers to entry and

allows Competitive Local Exchange Carriers (“CLECs”) to leverage off BellSouth’s
economies of scale, as reflected in favorable wholesale prices and portable universal
service support. Future profit margins will be pressured and market share losses will
reduce BellSouth’s opportunity for productivity gains at its past pace and competition
will ensure price benefits in lieu of any “X factor”.

On September 10, 1999, USTA made an Ex Parte filing® with the FCC updating

the FCC X-factor methodology with BOC industry TFP data for 1998. This filing

8 USTA Ex Parte, September 10, 1999 Docket No. 94-1 by Linda Kent of USTA (copy attached)




| ‘ indicates industry productivity has been slowing from higher levels (when, as indicated

above, headcount cuts were stronger) as shown in the following chart.

Industry TFP based X-Factor

Factor

1994 1995 1996 1997 1998
Year

As a final consideration, the Coalition for Affordable Local and Long Distance
Services (‘CALLS’)’ filed a proposal10 with the FCC on July 9, 1999 that is currently out
for comment. That proposal included provisions to set the federal X-factor at inflation
after accomplishing certain interstate access service pricing objectives. While this plan

may be ultimately modified, it is another indication that industry participants recognize

that the X-factor is inappropriate for the long term regulation of the rapidly changing

telecommunications industry.

10 Ex Parte letter from John Nakahata of Harris, Wiltshire & Grannis, LLP to Ms. Magalie Roman Salas,

9 CALLS members are AT&T, Bell Atlantic, BellSouth, GTE, Sprint and SBC.
Office of the Secretary Federal Communications Commission, July 29, 1999.




PROPOSED CHANGES TO THE PRICE REGULATION PLAN

The regulation of BellSouth during the evolution to a fully competitive industry
should take into account the critical aspects of the changing industry framework and the
changing roles of both regulators and BellSouth. As regulators and the industry have
developed the framework for the competitive local marketplace, numerous proceedings
have produced decisions that impact the overall regulation of BellSouth and its
contribution to the goals of the Commonwealth. BellSouth herein submits modifications
to the current Price Regulation Plan (“PRP”) entitled the BellSouth Transition
Regulation Plan (“TRP”). The PRP provided a transition from earnings based Incentive
Regulation to a more competitive framework in which prices rather than earnings were
regulated as the industry méved toward a fully competitive, deregulated environment.
The Transition Regulation Plan is simply the next step in transitioning toward the same
end as the PRP but the competitive market has developed to the point that most retail
prices can now be controlled by the market''. The Commission’s focus can now shift to
matters that foster and protect that competition. The TRP thus integrates the critical local
competition issues and the relevant regulatory framework into a comprehensive plan that
balances the needs of the Commission, BellSouth, its customers, and the industry.

On December 10, 1999, the Commission issued an Order in Administrative Case
No. 360 addressing the cost model selection for the intrastate Universal Service Fund
(“USF”). In addition, on that same date, the Commission opened two new

Administrative Cases, Nos. 381 and 382, concerning the certification of the use of federal

' The determination of deaveraged UNE prices and Universal Service support will establish price control
in the residential market.




high cost support funds and the deaveraging of UNE prices, respectively. .BeIISouth will
participate fully in these proceedings but hastens to point out that, while those matters
can be separately evaluated, they are intrinsically linked in their effect on the
marketplace. BellSouth’s comprehensive TRP recognizes that intrinsic link and provides
for the incorporation of these major decisions into BellSouth’s regulatory framework.
The plan is presented as a comprehensive resolution to the issues raised by the auditors
and by the Commission’s Orders, at least on an interim basis, until the Commission’s
administrative cases are completed. Specifically, BellSouth’s TRP accomplishes the
following:
o Deaveraged UNE prices.
e Lower non-recurring charges for UNEs.
o Certification of the federal USF amount and implementation of an intrastate
USF without a separate line item on customers’ bills.
e Rebalance of the BellSouth rate structure within the parameters of the
current plan and, after the rebalance, a limit on basic residential increases to
inflation rather than 10%.
e Elimination of the NTSRR.
e Ubiquitous opportunity for local competition.

Because BellSouth operates in a dynamically changing industry, it is important to
craft a regulatory plan that looks beyond the present industry realities to the future
telecommunications market in Kentucky.

Even though the current BellSouth PRP has been successful over the last four

years, there is significant support to move across the continuum of regulation to a more




flexible regulatory environment for the retail marketplace while the “wholesale’” market

expands subject to market forces as envisioned by the 1996 Act. Logically, the

regulators' focus should shift to the prices of services provided by BellSouth to other

carriers, and to the quality of service provided by all competitors.

190462

Respectfully submitted,

Cogtbe e boo

Creighton E. Mershon, Sr.

601 W. Chestnut Street, Room 407
P. O. Box 32410

Louisville, KY 40232

(502) 582-8219

R. Douglas Lackey

Thomas B. Alexander

A. Langley Kitchings

Suite 4300, BellSouth Center
675 W. Peachtree Street, N.E.
Atlanta, GA 30375

(404) 335-0765

COUNSEL FOR BELLSOUTH
TELECOMMUNICATIONS, INC.




BELLg)UTH TRANSITION REGULATION PLAF Eive D

DEC 1 71999

Introduction Pugy, ‘
K 8ERVIcE

The Kentucky Public Service Commission (“the Commission”) has been forward
looking and progressive in its approach to the regulation of BellSouth
Telecommunications, Inc. (“BellSouth™). BellSouth’s Price Regulation Plan (“PRP”)
was one of the significant steps taken by this Commission to move the industry and the
Commonwealth to a more competitive marketplace. In its Order establishing the PRP,
the Commission called for a focused management audit after four years to evaluate
whether the plan met its stated objectives and whether any adjustments to the plan were
necessary in the future. Vantage Consulting, Inc., (“Vantage”) working for the
Commission as a result of the Commission’s Order, conducted a focused management
and operations audit of BellSouth from April through October of 1999. In its report,
Vantage states: “Our overall assessment of the PRP during the last four years concluded
that it was effective, but now needed changes to reflect the industry transition to
competition.”!

In addition, other industry experts are advocating bold action as the pace of
change in the industry accelerates. For instance, according to Cisco Systems: “There is a
high probability that decades-old business models in the telecommunications industry
will not survive in the New Internet Economy.®™ Companies who wish to thrive in this
New World of communications must adopt new ways of doing business.”® Dr. Robert

G. Harris, Professor Emeritus and former Chair of the Business and Public Policy Group

! Final Audit Report, Vantage Consulting, Inc. at p. 5,
% “Migrating to a New World Model”, Cisco Systems Whitepaper,
http://www.cisco.com/warp/public/cc/cisco/mkt/servprod/tech/migra_wp.htm
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at the Haas School of Business, University of California at Berkeley, and principal of the
Law and Economics Consulting Group, Inc. (‘LECG”) states, “Given the extreme pace
and dramatic nature of the changes in telecommunications, regulation that worked in
yesterday’s world will not work in today’s or tomorrow’s environment. As technological
advances occur at an increasingly rapid pace, new entrants can quickly become serious
competitors with lower costs. Immediate scale economies are no longer necessary for
new competitors to either enter or expand. These changes necessitate a new, more
flexible approach to telecommunications price regulation in Kentucky.. >3

At the same time, Vantage recognized the intrinsic partnership between the
Kentucky Commission and the Federal Communications Commission (“FCC’) in
carrying out the objectives of the Telecommunications Act of 1996 (“the 1996 Act”).
Chapter VII of the Final Audit Report presents Vantage’s “Platform Towards
Deregulation”. This “platform” considers the unbundled network element (“UNE”)
definition, pricing and the deaveraging of those prices, the effect of these items on
BellSouth retail rates, and the rate rebalance and/or universal service support that results
from accommodating competition under these conditions.

On December 10, 1999, the Commission issued an Order in Administrative Case
No. 360 addressing the cost model selection for the intrastate Universal Service Fund
(“USF”). In addition, on that same date, the Commission opened two new

Administrative Cases, Nos. 381 and 382, concerning the certification of the federal high

3 “Regulation in the Dramatically Changing Telecommunications Environment”, Robert G. Harris, June 30,
1999
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cost support funds and the deaveraging of UNE prices, respectively. BellSouth will
participate fully in these proceedings, but hastens to point out that these issues are
intrinsically linked in their effect on competition and prices in the marketplace.
BellSouth’s comprehensive TRP recognizes that intrinsic link and provides for the
integration of these major decisions into BellSouth’s regulatory framework. The TRP is
presented as a comprehensive resolution to the issues raised by the auditors and by the
Commission’s Orders, at least on an interim basis, until the Commission’s cases are
completed.

The current plan is tariffed in Section A36 of the General Subscriber Services
Tariff. The remainder of this document will be organized as a description and
justification for modifications to the A36 Tariff (included as Attachment 1). As a result,

the remainder of this document follows the outline provided on the following page.
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I. Modification of the Plan’s objectives

The Vantage audit report recommends the addition of two objectives to the five
existing objectives of the plan. These two objectives are to:
e Permit all BellSouth-KY retail rates to move towards incremental cost or market
price.
¢ Ensure that the PRP does not hinder the potential introduction of competition to
all markets in Kentucky.
The audit report states:
“The first new objective also has an impact on business rates, toll
rates, vertical services and access charges. The benefit from this
PRP objective is a KPSC realization that the entire BST-KY retail
‘ rate structure and its inherent subsidies need to be acted upon

sooner rather than later.

The second proposed new objective simply assures all current and
potential competitors within Kentucky that the PRP will not place
them in an unfair competitive position with respect to BST-KY. It
also reflects a view that no regulatory action, by itself, can force or
guarantee that competitors will come into Kentucky and offer a full
package of services to all customers, residential and business,

regardless as their location, urban or rural.™

4 Audit Report, p. 127.
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BellSouth believes that these two objectives are reasonable additions to the plan
when taken together with the other modifications to the Plan proposed herein.
BellSouth’s proposal includes a modest rate rebalance, the deaveraging of unbundled
network element rates and the calculation of the intrastate universal service high cost

support requirement . All of these proposals are in keeping with these new objectives.

IL Classifications of services, including tariff requirements and pricing rules

As quoted above, industry experts and Vantage recognize that the industry is in
transition as the 1996 Act is being implemented. Vantage also recommends that the
Commission reevaluate its role in the future of the telecommunications industry.

The audit report found no reason to modify the existing three categories of service
in the plan. BellSouth respectfully disagrees. The bulk of the Commission’s activity in
recent months and the bulk of the Commission’s activity in the future will deal with
facilitating competition, and administering the relationship between BellSouth and its
competitor-customers. BellSouth, therefore, proposes to restructure the existing plan’s
three categories — Non-competitive, Access and Competitive to three new categories --
Industrial, Access and Retail. The Industrial Category includes those areas where the
Commission has spent the largest portion of its telecommunications time in recent
months. BellSouth believes it is this category that will continue to involve the
Commission most heavily in the future. Intrastate interexchange carrier access is a

subset of the Industrial Category but has some characteristics of a retail service also. Due
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to the nature of the service, the separate access reform activities at the interstate level, as
well as a continued commitment to mirroring access charges in Kentucky, access is left
as a separate category. Finally, the retail category will be rate governed by the
marketplace and the Commission’s focus will transition to oversight of the quality of

service.

A. Industrial Services

The Industrial Services Category includes all services provided on a wholesale
basis, as well as regulatory programs that are rate affecting but not services per se, such
as, Lifeline and Universal Service. Intrastate Interexchange Carrier access charges, while
included in this definition, are maintained in a separate category. Therefore, the
Industrial Category includes Unbundled Network Elements (UNEs) rates, terms and
conditions; resale discounts and conditions; intrastate Lifeline rates and procedures; and
the intrastate Universal Service High Cost Fund.

1. Unbundled Network Elements

BellSouth will provide all UNEs ultimately required by the Telecommunications
Act 0f 1996. The Commission will approve the provision of UNEs through its role as
approval authority of negotiated interconnection agreements, arbitrator of disputes arising
out of the negotiation process resulting in arbitrated interconnection agreements, and in

its role of complaint resolution (if any complaint arises regarding UNE provisioning).
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a. UNE rates

Current UNE rates are those approved by the Commission in Case Nos. 96-348
and 96-482, the MCI and AT&T arbitration cases, respectively, and are cost based.
There are at least two ways that newly approved rates would be available to CLEC:s.
Rates as filed, for example, in a Statement of Generally Available Terms and Conditions
(“SGAT”) could be changed on sixty days notice and would be accompanied by an
appropriate cost study. However, the rates embodied in interconnection agreements
developed through negotiation and/or arbitration would only be changed subject to
renegotiation or rearbitration as permitted by the existing agreements.
UNE deaveraging
The FCC order issued on November 5, 1999 in CC Docket 96-98 requires the
establishment of deaveraged UNE prices by May 1, 2000. Chapter VII of the audit report
portrays the inherent relationship among UNE deaveraged prices, the size of the
Universal Service Fund, and the Commission’s establishment of a framework that sets
the stage for statewide competition. The Commission’s Order in Administrative Case
No. 382 dated December 10, 1999, requires the establishment of three UNE zones,
suggesting line density thresholds as the basis for establishing these zones. The result of
this methodology when applied to BellSouth’s wirecenters is included in Attachment 2.
Briefly summarized, BellSouth used the data from Hybrid Cost Proxy Model (HCPM), or
“synthesis” model, as proposed by the Commission in its Orders in Administrative Case
(“AC”) Nos. 360 and 382 dated December 10, 1999. Using the average density in lines

per square mile for each BellSouth wirecenter, a weighted cost for the loops in those
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three zones was calculated. Ratios were developed from these costs to apply to the
Commission’s established BellSouth average UNE loop and NID price of $20.00
resulting in deaveraged UNE loop rates of $10.63, $18.34 and $43.67 for zones 1, 2 and
3, respectively.

BellSouth is not advocating that density based thresholds are the appropriate
criteria for establishing UNE zones and, per the Commission’s Order in AC382, may
suggest and support a different methodology in its comments in January, 2000. In fact,
BellSouth is in the process of developing a census of loop costs for BellSouth-served
areas in the state. When completed, BellSouth will propose the substitution of these costs
for the model results contained herein.

TELRIC

The validity of the TELRIC methodology is currently before the Eighth Circuit
Court. Until that matter is resolved, BellSouth will continue to support UNE rates with
TELRIC studies. The Commission determined that the rates currently in effect for UNEs
are cost based and meet the current TELRIC standards, and the Federal Court in
Kentucky agreed. The audit report states that “non-recurring UNE costs represent a
potential impediment to CLECs competing for BST-KY customers™ and that these costs
“would be significantly less if bundled into platform UNE non-recurring charges.” 6
BellSouth is in the process of developing updated non-recurring cost studies including
studies for the “UNE platform™. However, these studies will not be available in time to

provide them with this plan. While Kentucky’s non-recurring charges may be high

5 Audit Report , p. 138.
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relative to other states in the region, BellSouth believes they comply with applicable legal
requirements. Nevertheless, to accommodate the auditors analysis and the fact that new
studies for Kentucky are unavailable, BellSouth is willing to adopt the nonrecurring rates
established in South Carolina since the South Carolina Public Service Commission made
adjustments to BellSouth’s TELRIC studies similar to those made by the Commission’.
These non-recurring rates would apply until such time that updated cost studies are
available and new rates are set. As explained below, South Carolina UNE loop and port
non-recurring charges were incorporated in the USF development process. On a going
forward basis, UNE rate changes will continue to be supported by cost studies that
comply with the Telecommunications Act. Specific changes for any given CLEC are
also subject to the terms of existing contracts.
2. Service Quality Measurements

BellSouth expects that the Commission will need to approve and monitor a set of
Service Quality Measurements to fulfill their responsibility of ensuring CLEC parity
going forward. BellSouth’s Service Quality Measurements are included as Attachment 3,
but will be replaced by the approved service parameters ultimately adopted by the

Commission.

6 o :

Ibid.
7 Kentucky non-recurring charges for two wire loop are $86.05 for the first line and $58.57 for each
additional line. The non-recurring charge for the unbundled exchange port for first and additional is
$37.78. The South Carolina rates are $70.44, $44.05 and $24.98, respectively.

10
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3. Resale Discounts

The Industrial Category also includes the services provided to CLECs that are
reselling BellSouth’s services. Specifically, the discounts afforded to CLECs that resell
BellSouth’s residential and business services were established by the Commission in
Case Nos. 96-348 and 96-482, the MCI and AT&T arbitration cases, respectively. To
the extent that avoidable costs change, modification to the resale discounts could be
proposed with appropriate cost support.

4. Universal Service

a. Universal Service Fund

1. Intrastate USF Amount

BellSouth believes that the method for determining the amount of intrastate high
cost support required from the USF is a function of comparing wirecenter costs to an
appropriate benchmark. The audit report discusses the financial decision faced by
CLEC:s in terms of rates paid by the CLEC for UNEs including a spread of non-recurring
charges over a service life of 18 months. For purposes of this filing, BellSouth looked at
the average revenue distribution in each wirecenter and included the difference between
revenue received and the estimated charges for a deaveraged UNE as the universal

service requirement for that wirecenter®. Port charges, a usage estimate, and a monthly

3 For purposes of this plan, BellSouth will use the Kentucky Commission’s definition of subsidy (i.e., cost
of universal service less the average revenues received per residential line). The use of this approach
should not be construed as agreement that the Commission’s definition is the correct economic definition.

11
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‘ allocation of non-recurring charges based on three year average service life’ were added
to the deaveraged loop rate to determine the CLEC’s UNE cost per zone.

The resulting amounts were:

Zone 1 zone 2 zone 3
Loop $ 10.63 $ 18.34 $ 43.67
Port $ 2.61 $ 2.61 $ 2.61
Usage $ 5.46 $ 5.46 $ 5.46
Non-recurring $ 2.10 $ 2.10 $ 2.10
Total $ 20.80 $ 28.51 $ 53.84

An initial per line support amount was determined by subtracting the wirecenter
revenue from this deaveraged UNE charge. In addition, the federal support available by
wirecenter was subtracted from this initial amount to establish the intrastate universal
service fund requirement. The amount for this fund for BellSouth is $24.9M (see

‘ Attachment 4). The size of this fund could be determined in other ways. Comparing
wirecenter revenues to total wirecenter costs results in a larger fund. Comparing
wirecenter costs to a statewide revenue benchmark could result in an even larger fund.
The Commission has expressed concern that a USF based on these methodologies could
produce a line item surcharge as much as $4 to $5'°. The fund determination
mechanism presented herein is a transitional methodology which generates lower
deaveraged UNE rates and a high cost USF that can be handled through rate rebalancing
rather than a line item on the bill. The Commission may need to revisit USF funding

levels after seeing how the market responds to this transitional step. However, given the

® Audit recommendations, Chapter VII, in general. The audit report uses 18 months as an estimate for
churn. BellSouth used 36 months in its analysis.

12
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Commission’s requirement to establish UNE zones by May 1, 2000, this mechanism
allows the Commission to deaverage UNE rates and establish USF funding requirements
consistent with the deaveraging decision and with the auditors’ discussions of CLEC
cost/pricing considerations.
2. Rate Rebalance

Consistent with the mechanism above, BellSouth proposes a two year rebalance
plan in which the subsidy identified above is eliminated through phased-in increases to
residential services, offset by reductions to access charges (NTSRR) and other rates.
Residential rates will be increased no more than 10% per year for two years equalling the
necessary amount of high cost support. The NTSRR will be eliminated in the first year.
The remaining offsets necessary to ensure the revenue neutrality of the subsidy shift will
be specified at the time of actual rate filings with a 30 day approval interval. After the
residential increases are completed at the end of year two, residential rates will be subject
to increases limited by inflation (as measured by the GDPPI). Given that specific rate
changes are not included, BellSouth has not made any public notice of these proposed
rate changes. Any increase up to 10%, however, is within the parameters of the current
plan that was approved by the Commission in 1995 after due notice and public hearing.
In addition, BellSouth is proposing a May 1, 2000 implementation date to facilitate the
Commission’s UNE deaveraging requirement. If the Commission believes additional

notice is required, adequate time is available for such notice.

1 Order in Administrative Case 360, An Inquiry Into Universal service and Funding Issues, December 10,
1999, p. 6.

13
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3. Federal High Cost USF Offset

The Federal Universal Service High Cost Fund amount as established by the FCC
in its order of November 2, 1999 in CC Docket No. 96-45 has been included in the
determination of the size of the intrastate fund. The FCC concluded that it would provide
federal support in the form of carrier revenues and left to the states the decision of how
the support is used to advance the goals set out in section 254(e) of the Act. The FCC
further stated that:

“A state could also require carriers to use the federal support to upgrade

facilities in rural areas to ensure that services provided in those areas are

reasonably comparable to services provided in urban areas of the state.”!!
Consistent with that statement and the audit recommendations for a commitment
to economic development, BellSouth proposes to utilize a portion of the first year
of the federal support for infrastructure improvement in selected counties in the
state. BellSouth’s proposed infrastructure improvement will be used to provide
diverse transport facilities. These diverse interoffice facilities will provide
survivable ring architecture commonly found in Kentucky’s major cities and core
transport networks. Utilization of the federal support for this purpose will provide
these areas with improved telecommunications reliability as a new selling point
for use in attracting businesses to these rural areas. Additionally, this
infrastructure upgrade will aid in providing increased transport capacity necessary

to support the demands of higher bandwidth data services. The details of the

W FCC99-306, para 96
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proposal are included in Attachment Sand amounts to $5,090,000. The remainder
of the federal support will be used to reduce NTSRR ($11,912,952 - $5,090,000 =
$6,822,952). The remainder of the $14,200,000 NTSRR will be eliminated in the
rebalance as mentioned above.

BellSouth realizes that the Commission is required to certify to the FCC
that federal funds will be used appropriately before such funds will be distributed.
BellSouth hereby submits the attached plan as the basis for the Commission’s
certification which should be filed with the FCC prior to April 1, 2000. BellSouth
will comply with the requirements of the Commission’s order in AC381 issued
December 10, 1999. Incorporation of the information in this plan enables the
Commission to evaluate the relationship of the infrastructure commitment as a
partial offset to federal high cost support, to the rebalance, and to the
establishment of an intrastate high cost USF.

4. Assessment Methodology

From a policy standpoint, BellSouth believes that implicit subsidies should be
replaced with explicit support and/or rate rebalancing. However, in this case, BellSouth
is willing to live with a partial solution to the subsidy problem because the overall
package that BellSouth is proposing has so many other positive aspects that will jump-
start the state in its transition to a fully competitive environment. BellSouth is therefore
proposing in this package a temporary solution to universal service that will leave some
of BellSouth’s implicit subsidies intact. However, BellSouth’s plan will make subsidies

explicit for eligible CLECs that serve high cost areas in Kentucky. If BellSouth receives

15
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the other components of this comprehensive package, including the rate rebalancing it
has proposed, then BellSouth would be willing to forgo receiving any distributions from
the state high cost universal service fund. It makes this offer in the interest of facilitating
an overall solution that is acceptable to the Commission. BellSouth’s offer to forgo
receipts from the state USF would largely eliminate the need for a separately defined
intrastate universal service fund collected via a line item on the BellSouth bill. There are,
however, competitive concerns that must be resolved. There might not be a lot of
competition for residential consumers in the high cost areas without a portable universal
service fund. Thus, BellSouth would be in favor of an explicit USF that would provide
support to any LEC that provides service in a high cost area. As noted above, BellSouth
would voluntarily forgo any receipts from the fund in order to keep the fund size as small
as possible. The derivation of the subsidy requirement by wirecenter identifies an amount
of support by wirecenter that a CLEC should receive if they win a customer. Essentially,
as a result of the rebalance/USF proposal presented herein, there is no explicit state high
cost USF established in BellSouths territory unless and until a CLEC (that is designated
as an Eligible Telecommunications Carrier ("’ETC”)) wins a customer in an intrastate
supported wirecenter. At that time, BellSouth and all other entities assessed for intrastate
Universal Service purposes, should pay the necessary amounts to the fund administrator
that will enable the necessary support payments to the eligible CLEC. This creates the
need for reporting the quantity of lines served by wirecenter to the fund administrator by

each ETC. The FCC order establishing the Federal USF also requires reporting. The

16
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Kentucky Commission may wish to dovetail its reporting requirements with the federal
requirements.

BellSouth believes that creating a fair economic environment for its wireline
competitors is a requirement of the 1996 Act. Therefore, it has proposed a solution that
would ensure that eligible CLECs using UNEs in high cost areas could compete against
BellSouth’s current prices. In effect, the explicit universal service support, when added to
the average revenues received in a given wire center, should ensure the CLEC is made
whole and can cover its cost of purchasing UNEs.

BellSouth notes that its temporary universal service approach may need to be
reexamined if competition begins to significantly undermine the support that BellSouth
relies upon to fund universal service. Once competition reaches that point, a more
permanent solution for universal service will be needed. However, BellSouth commits
that it will live with the temporary solution proposed in this plan for at least two years.

BellSouth realizes that the Commission must deal with these issues for GTE and
Cincinnati Bell and eventually for the rural companies in the state. BellSouth’s proposal
eliminates the need for a line item for BellSouth’s own customers. However, in the event
the other ILECs do not, or cannot, make similar proposals, BellSouth may need to
establish a line item to collect support for these other companies.

b. Lifeline

A second universal service requirement is Lifeline support. The Commission will

continue to establish the requirements for, and oversee the operation of, Lifeline in

Kentucky. As an initial matter, whether and to what extent the Lifeline credit and
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surcharge in Kentucky should be adjusted as a result of the decisions regarding high cost
support must be considered. BellSouth proposes that unless a specific high cost line item
is required, that Lifeline customers rates be increased along with general residential
increases. If a line item amount is established, the Lifeline credit could be
commensurately increased which, in turn, will affect the amount of the Lifeline
surcharge. In addition, the Commission has authority over qualifications for Lifeline as
well as the conditions for Lifeline portability.
B. Intrastate Access Services
1. Non Traffic Sensitive Revenue Requirement (NTSRR)

The NTSRR currently billed to interexchange carriers is approximately $14M.
The rebalance proposal eliminates this charge.
2. Mirroring provisions

BellSouth will continue to mirror interstate access rates until the intrastate
switched access composite rate is .0055 per end (or the rate target that results from the
FCC’s consideration of the CALLS proposal). As with the current plan, BellSouth will
mirror any interstate rate change within 30 days of the approval of the rate change by the
FCC. Tariffs can be approved on as short as one day’s notice.
C. Retail

In general, the framework established in this plan allows for fair competitive entry
into the Kentucky market and as a result BellSouth’s rates will be market constrained.
Consistent with the rationale presented in the audit report, establishing a framework for

competition does not and should not guarantee competition. BellSouth believes that the

18




BELLSOUTH TRANSITION REGULATION PLAN

framework proposed herein does make all retail operations subject to competition.
However, in recognition that residential competition may develop more slowly than
business competition and to avoid the rate shock of full rebalance or a large high cost
USF, BellSouth proposes a transition for residential customers.

1. Residential Service provisions

As generally indicated above, residential basic rates will be increased by amounts
not to exceed 10% per year over two years beginning May 1, 2000. Beginning May 1,
2002 they may be increased, but by no more than the level of inflation for the most
recent 12 month period as measured by the GDPPI and for which GDPPI results are
available. This approach allows for a non-rate shock approach to shifting the subsidy
inherent in the present rate structure, eliminates the need for an intrastate high cost fund
and the associated line item billing requirement. It also is consistent with the added plan
objective of moving all prices toward incremental cost.

BellSouth did not make any public notice of these proposed rate changes as they
are within the parameters of the current BellSouth plan which was approved by the
Commission after due notice and public hearing.

2. Provisions for all other retail services

All other retail services are subject to market constraints or are discretionary
services and as a result, have no pricing rules.

Tariff changes for the services in the Retail category will be “presumptively
valid”, i.e., filed and approved with one-day notice. Similar to the treatment for other

market participants, no cost support will be required for tariff filings in this category.
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Service objective results for this category will be updated to include three measurements
— percent of regular requests filled within S days with an objective of 90%, speed of
answer for repair with an objective average time of 20 seconds or less, and percent out-
of-service troubles cleared in 36 hours with an objective of 85%. This latter
measurement is a change from 24 hours to 36 hours based on the audit report. This
update to the required service measurements recognizes the changes in technology which
have made the remaining measurements in the Commission’s regulations obsolete for
BellSouth. As a result, upon approval of the attached TRP tariff, the other measurements
currently in the Commission’s regulations will no longer be reported for BellSouth in
accordance with audit recommendations. The existing quarterly financial reporting
requirement will be eliminated. An annual report will be required to the extent that all

telecommunications entities are required to file such reports.

III. Productivity Issues
A. Audit findings

In Chapter V of the audit report, the auditors take issue with the effectiveness of a
Total Factor Productivity measurement as an appropriate tool for future regulatory
oversight and recommend that the productivity factor be eliminated for the Price
Regulation Plan.'? BellSouth agrees with the auditors’ findings that TFP has outlived its
usefulness as a regulatory tool and that the Commission’s policy objectives are better

accomplished in other ways. Nevertheless, the Commission’s order of October 25, 1999
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in Case No. 99-434 requires that BellSouth file a Total Factor Productivity study by
December 17, 1999. BellSouth is incorporating herein as Attachment 6, the most recent
USTA industry update to the Federal TFP methodology. However, the FCC decision to
set the X-factor at 6.5% based on this methodology was appealed to the Circuit Court for
the District of Columbia and determined to be unjustified. The Court remanded the
matter back to the FCC. The FCC has issued a Further Notice of Proposed Rule Making
(FNPRM) on various ways to modify the FCC’s TFP methodology.

Despite the questionable validity of the 6.5% X-factor based on the FCC
methodology, the recent USTA update indicates that industry productivity is trending
down. In addition, BellSouth reiterates the audit findings that:

e The TFP index was never intended to be a predictor of future productivity.

e TFP measures the total industry or a firm’s overall productivity. It does not
differentiate input versus output driven productivity gains or short-term versus
long-term productivity gains.

e Multi-regional and multi-product or service firms with significant common
facilities cannot accurately disaggregate productivity by region or service
level.

BellSouth also points out that the Commission has approved a price regulation

plan for Cincinnati Bell by order dated July 26, 1999 in Case No. 98-292 without any

productivity driven formulas. Therefore, while the industry study is supplied in order to

2BellSouth does not agree with all the points raised by the auditors in Chapter V. For instance, the
auditors recommend the retention of a non-competitive basket. BellSouth believes the framework proposed
herein eliminates the need for a non-competitive category.
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comply with the Commission’s order, there are no pricing formulas in BellSouth’s
proposal. No use is made of the TFP study, nor is any relationship drawn between the
study results and the Commission’s previous 4% productivity offset. Consistent with
audit recommendations and findings, BellSouth proposes to commit to certain
infrastructure improvements and economic development endeavors that further the
Commission’s policy objectives. BellSouth expects that this commitment coupled with
the commitment to reduce access charges will go beyond the original intent of the
productivity factor in the current plan.
B. Current Industry study

The USTA update to the FCC methodology incorporates 1998 data. Based on
that update the 1998 federal X factor is 3.03 and the 1994 — 1998 average is 4.06. (See
Attachment 6)
C. Infrastructure/Economic Development Commitment

As indicated in the audit report, “Vantage suggests a cooperative approach
between the Commission, state government, and BellSouth whereby the parties work
together to determine telecommunications goals and visions and then identify specific
projects and infrastructure goals to meet those goals.”’? Using these common goals and
objectives, BellSouth would commit to implement appropriate infrastructure and
economic development initiatives that work towards accomplishing these objectives. As
an example, BellSouth would be interested in developing a framework for improving

economic development incentives, high speed internet access in non-urban areas, and

13 audit report, p. 120
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educational opportunities. Using these three very important objectives, the
Commonwealth could move ahead of other states with positive incentives in place for
telecommunications companies in the state. An illustrative Economic Development Tariff
is attached. (See Attachment 7)

IV. List of Services by Category (see attached tariff)
V. Annual Filing Requirements

A report will be filed annually on the anniversary of the plan that summarizes all activity
that has occurred under the plan such as price changes, previous 12-month GDPPI
results, and economic development infrastructure activity. In keeping with the auditors’
recommendation for a more open dialogue, the Commission’s staff and interested
stakeholders can mutually develop the format and content of a meaningful progress
report.

Attachment 1 — Transition Regulation Plan (TRP) Tariff

Attachment 2 — UNE Deaveraging

Attachment 3 — Service Quality Measurements

Attachment 4 - Intrastate High Cost Universal Service Fund — Detailed Analysis

Attachment 5 — Infrastructure Proposal for Federal High cost offset

Attachment 6 — USTA TFP study update
Attachment 7 — Economic Development tariff
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BELLSOUTH . GENERAL SUBSCRIBER SERVICES TARI. PSC KY. TARIFF 2A

TELECOMMUNICATIONS, INC. First Revised Page 1
KENTUCKY Cancels Original Page 1
ISSUED: December 17, 1999 EFFECTIVE: May 1, 2000

BY: E.C. Roberts, Jr., President - KY
‘ Louisville, Kentucky
A36. PRICE REGULATION PLAN

A36.1 Company Price Regulation Plan

A36.1.1 General

A. The following rules shall govern the operations of BellSouth Telecommunications, Inc. (the Company) and its regulation by the
Kentucky Public Service Commission (the Commission). This Tariff applies to all regulated services filed with the
Commission as listed in A36.1.4.

B. Objectives of the Price Regulation Plan (the Plan).
The objectives of the Plan shall be to: .

1. Ensure basic service continues to be available at reasonable rates, and shield the basic ratepayer from significant price
increases resulting from the changing marketplace.

Continue to provide high quality service.

| 3. Permit the Commission and the Company to direct their energies to meet customer's needs and enhance efficiency in the
‘ provision of telecommunications services throughout Kentucky.

| 4. Provide enhanced incentives to invést in new technologies and services.

5.  Permit the Company the added flexibility to price competitive services, set depreciation rates, and respond to a changing
marketplace.

6. Permit all Company retail rates to move toward incremental cost or market price. ™N)
7.  Ensure that the potential introduction of competition to all markets in Kentucky is not hindered by the Plan. (N)

A36.1.2 Definitions

A. Term - There is no defined term for this Plan.

B. Classification of services - There are three service categories: 1) Industrial, 2) Access, and 3) Retail. See A36.1.4 for the ©)
classification of each existing Company service into one of the three service categories.

1. Industrial services are those non-access services that are provided on a wholesale basis to other telecommunications ©
companies (these include Unbundled Network Elements [UNEs| and the resale discount). Also included in the
industrial category are Lifeline rates and the Universal Service Fund (USF) rate elements.

2. Access services are the interconnection and access services commonly purchased by other telecommunications providers. ©)
3. Retail services are all other services that are not classified as Industrial or Access services. ©)
C. New Service - A new service is a function, feature, capability, facility, or combination of these, which previously has not been
offered.
A36.1.3 Regulations
A. Changing Classification

1.  The Company is permitted to reclassify services by applying to the Commission. The Commission has thirty (30) days to
review the request for reclassification and either approve or suspend the request. If the Commission takes no action
within thirty (30) days, the reclassification is deemed approved. When a request for reclassification is suspended,
Commission regulations and Kentucky law are applicable to any further Commission action.

B. Tariff Requirements

1. Terms and conditions of existing tariffed services are deemed approved and govern the contractual relationship between
the Company and its customers.

2. All services must cover long run incremental costs except as noted in A36.1.3.B.3.
3.  The Company may in good faith file for prices below long run incremental cost to meet the equally low price of a ‘
competitor. The Company shall file evidence that competitors are charging rates below the Company's long run |

incremental cost for the service. If the competitive price threat vanishes, within thirty (30) days, the Company shall
increase its price to cover the long run incremental cost of the service.

M)

Material previously appearing on this page now appears on page(s) 2 of this section.




BELLSOUTH . GENERAL SUBSCRIBER SERVICES TARI. PSCKY. TARIFF 2A

TELECOMMUNICATIONS, INC.
KENTUCKY
ISSUED: December 17, 1999

BY: E.C. Roberts, Jr., President - KY
Louisville, Kentucky

A36. PRICE REGULATION PLAN

A36.1 Company Price Regulation Plan (Cont'd)
A36.1.3 Regulations (Cont'd)

B.

C.

Tariff Requirements (Cont'd)

4, The Company shall file tariffs stating the rates, terms and conditions for all new services and for changes to existing
services. Such filings for new services will also designate the proposed category and rationale for the designation. For
new services or proposed changes to existing services in the Industrial and Access categories, the Company shall file
with the Commission a long run incremental cost study, demonstrating that the proposed price does not result in a price
below long run incremental cost of the service, except as indicated in 3 preceding. Unless requested by the Commission
or staff, no cost studies will be required for new services or proposed changes to existing services in the Retail
category.

5. All proposed tariffs and promotions will be presumed valid on the calendar day following the file date. The
Commission may, on its own motion, or in response to a petition from an interested party, suspend a new service offering
for good cause if the terms and conditions result in public interest concerns. Such investigation shall be initiated within
thirty (30) days after the tariff is filed. The Commission shall make a good faith effort to expedite the investigation but
shall retain full statutory authority to investigate such issues and to extend the time for the investigation, if necessary.
Should the Commission find during the investigation period that a price is inappropriate, the Company may, at the
Commission's direction, implement retroactive treatment back to the date the Company offered the service.

6. (DELETED)

7. In the case of CSA arrangements or Special Assembly filings in order to meet a customer desired due date (CDDD),
service may be installed upon the signing of the contract by the customer. The contract will contain the following
phraseology:

"This contract is subject to the approval of the Kentucky Public Service Commission. In the event the
Commission should modify any rate or provision of this agreement, the customer will have the option of
accepting the modification(s) or of canceling the contract. If accepted, billing will be rendered from the
installation date.”

The Company will render billing from the date the service is installed but not until after the Commission has approved
the contract. In addition, if the Commission changes the price, the customer will have the right to accept or reject the
new price. Customer acceptance of the new price explicitly includes billing the price as of the instaliation date. Should a
customer refuse the service at a PSC authorized price, the Company will be required to disconnect the service.

Pricing Rules

1. Industrial Category
a. Rate changes will take effect on the calendar day following the file date.

b. The prices in effect on January 1, 2000 for services in this category will remain in effect until proposed rate
adjustments are approved by the Commission. Proposed rate adjustments will be accompanied by supporting cost
information.

Material appearing on this page previously appeared on page(s) 1 of this section.

Second Revised Page 2
Cancels First Revised Page 2
EFFECTIVE: May 1, 2000

MXC)

©

©
©

©




BELLSOUTH . GENERAL SUBSCRIBER SERVICES TARI. PSC KY. TARIFF 2A
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KENTUCKY Cancels Original Page 2.1
} ISSUED: December 17, 1999 EFFECTIVE: May 1, 2000

BY: E.C. Roberts, Jr., President - KY
‘ Louisville, Kentucky
A36. PRICE REGULATION PLAN

A36.1 Company Price RegUIation Plan (Cont'd)

A.36.1.3 Regulations (Cont’d)
C. Pricing Rules (Cont’d)
1. (DELETED)
c. (DELETED)
d. (DELETED)
e. (DELETED)
f. (DELETED)
g. (DELETED)

(D)
(D)
(D)
(D)
(D)
(D)




BELLSOUTH ‘ GENERAL SUBSCRIBER SERVICES TARI. PSCKY. TARIFF 2A

TELECOMMUNICATIONS, INC. First Revised Page 3
KENTUCKY Cancels Original Page 3
ISSUED: December 17, 1999 EFFECTIVE: May 1, 2000

BY: E.C. Roberts, Jr., President - KY
Louisville, Kentucky

A36. PRICE REGULATION PLAN

A36.1 Company Price Regulation Plan (Cont'd)

A36.1.3 Regulations (Cont'd)
C. Pricing Rules (Cont'd)

1. (DELETED) . (D)
h. (DELETED) D)
i. (DELETED) (D)
2. Access Service Category (©)
a. Rate changes will take effect on the calendar day following the file date. ™)
b. Intrastate switched access rates shall mirror the interstate rates for all future changes effective no later than 30 days ©
after the approved FCC interstate tariffs. Tariffs will be filed to reflect these changes.
c. The prices in effect on January 1, 2000 for other services in this category will remain in effect until the Commission ™)
approves proposed rate adjustments. Proposed rate adjustments will be accompanied by supporting cost information.
3. Retail Service Category ©
a. Rate changes will take effect on the calendar day following the file date. (N)
b. The Company shall have full discretion to set the rates, terms and conditions for services in this category based on its ©

assessment of market conditions, except as specified in c following.

c. The prices in effect on December 31, 1999 for certain residential services will be increased by no more than 10 ™)
percent effective May 1, 2000. The prices in effect for these services on April 30, 2001 will be increased by no
more than 10 percent effective May 1, 2001.

Annual adjustments to Basic Residential Service rates after April 30, 2002 will be no more than the annual rate of N)
inflation as measured by the change in the Gross Domestic Product Price Index (GDP-P1).
Increases to individual Basic Residential Service rates are limited to 10 percent in any May — April period. (N)
D. (DELETED) D)
E. Financial Reports/Monitoring (M)
1. The Company shall submit a summary of monthly service objectives for the state and for each district as follows: (©)
a.  Percent of requests for regular service fulfilled within five (5) working days unless applicant specifically requests a (N)
later date. Objective = 90 percent
b.  Average speed of answering time for calls to repair service. Objective = 20 seconds or less ™)
¢. Percent out-of-service troubles cleared within 36 hours unless the customer requests a later date. Objective = 85 N)
percent
2.  For lLa and l.c, the Company's report will also identify exchanges that do not meet the service objectives. If the (©

Company's performance levels for any exchange fall below minimum service objectives for two consecutive months, the
Company shall submit a report setting forth the specific action taken (or planned) to correct its performance.

3. No other service objective measurements are required. (N)

4, The Company may establish depreciation rates at its discretion. The Company shall submit to the Commission copies of (T)
its depreciation filings with the Federal Communications Commission ("FCC").

5. The Company shall file the same annual financial reports that all telecommunications companies are required to file. ©




BELLSOUTH . GENERAL SUBSCRIBER SERVICES TARI. PSC KY. TARIFF 2A

TELECOMMUNICATIONS, INC. Ninth Revised Page 4
KENTUCKY Cancels Eighth Revised Page 4
ISSUED: December 17, 1999 EFFECTIVE: May 1, 2000

BY: E.C. Roberts, Jr., President - KY
Louisville, Kentucky

A36. PRICE REGULATION PLAN

A36.1 Company Price Regulation Plan (Cont'd)
A36.1.3 Regulations (Cont’d)
F. (DELETED)
A36.1.4 List of Services by Category

(D)

A. Industrial Category (©)
Lifeline (N)
Resale Discount N)
Unbundled Network Elements (UNEs) (Not tariffed) ™)
Universal Service Fund (USF) (N)

B. Access Category M)
BellSouth® SWA 500 Service - Personal Communication Service (M)
BellSouth® AIN SMS Access Service (M)
BellSouth® AIN Toolkit Service (M)
Access Line Service For Payphone Service Provider Telephones M)
BellSouth® Billing Name and Address for ANI (M)
Carrier Common Line Access Services M)
Common Switching Optional Features M)
BellSouth® Custom Network Service (M)
BellSouth® Customer List Service (M)
Dedicated Network Access Lines M)
DID/DOD with BellSouth® SWA LSBSA M)
Digital Data Access (a.k.a. BellSouth® SPA DS0 Digital Data) Service M)
BellSouth® Directory Assistance Access Service M)
Engineering and Miscellaneous Services (M)
High Capacity M)
Interconnection for Mobile Services' (M)
BellSouth® SWA LSBSA ™)
Local Switching ™M)
Network Blocking for BellSouth” SWA FGD (M)
Operator Services Access Service ™M)
Shared Network Arrangement (6]
Sharing and Resale of Basic Local Exchange Service M)
SmartLine® for Customer-provided Public Telephone Subscribers (MX©)
Special Access (a.k.a. BellSouth® SPA) Services M)
Switched Basic Service Elements (BSEs) M)
BellSouth® SWA Service (Non-BSE) . )
BellSouth® SWA Transport (M)

Note1:  A35.1- A35.3 only. M)

Material previously appearing on this page now appears on page(s) S & 6 of this section.
Material appearing on this page previously appeared on page(s) 7 of this section.

* Registered Service Mark of BellSouth Intellectual Property Corporation

® BellSouth is a registered trademark of BellSouth Intellectual Property Corporation




BELLSOUTH . GENERAL SUBSCRIBER SERVICES TARI.
TELECOMMUNICATIONS, INC.

PSC KY. TARIFF 2A
Fifth Revised Page 5

KENTUCKY Cancels Fourth Revised Page 5

ISSUED: December 17, 1999

BY: E.C. Roberts, Jr., President - KY
‘ Louisville, Kentucky
A36. PRICE REGULATION PLAN

A36.1 Company Price Regulation Plan (Cont'd)

A36.1.4 List of Services by Category (Cont'd)
C. Retail Category
911 Emergency System 8A Key System
AccuPulse
Addition of Blocking Options to ESSX® and Digital ESSX” service Tariffs
Additional Listing
Announcement Facilities
Answer Supervision
Area Communication Service
Area Number Calling Service
Area Plus® Service
Area Plus” Service with the Complete Choice® Option
Arrangements for Night, Sunday, Holiday Service
Automatic Number Identification
Back-up Line
BellSouth® Administrative Management Service
BellSouth ®AIN Virtual Number Call Detail” Service
BellSouth® Business Choice’ Package Service
BeliSouth® Business Plus’ Service
’ BellSouth” Centrex service
BellSouth” Channelized Trunks
BellSouth® Complete Choice® For Business Package
BellSouth® Dedicated Ring
BellSouth® Primary Rate ISDN
BellSouth® SWA WATS
BellSouth *Video Conferencing Service
Billing and Collections Services
Break in Rotary Number Group
Broadband Exchange Line Service
Business State Wide Rate Schedule (Flat, Measured, Message and ACS)
Call Detail Information
Charge for Extracting and Processing Call Detail Information for Law Enforcement Subpoena Requests
Charges for Unusual Installation
Coin Refund and Repair Referral Service
Commercial Quality Video (a.k.a. BellSouth SPA Commercial Quality Video)

Material previously appearing on this page now appears on page(s) 6,7 & 8 of this section.
Material appearing on this page previously appeared on page(s) 4, 8 & 9 of this section.

* BellSouth is a registered trademark of BellSouth Intellectual Property Corporation
® Registered Service Mark of BellSouth Intellectual Property Corporation

EFFECTIVE: May 1, 2000
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M)
M)
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BELLSOUTH . GENERAL SUBSCRIBER SERVICES TARI'
TELECOMMUNICATIONS, INC.
KENTUCKY
ISSUED: December 17, 1999
BY: E.C. Roberts, Jr., President - KY
Louisville, Kentucky

A36. PRICE REGULATION PLAN

A36.1 Company Price Regulation Plan (Cont'd)
A36.1.4 List of Services by Category (Cont'd)

C.

Retail Category (Cont’d)

Complete Choice® Service

Conduit Occupancy

Conference Service

Connectionless Data Service (a.k.a. BellSouth Exchange Access Connectionless Data Service)
CourtesyComplete® Service

CrisisLink” Service

Custom Calling Services

Customized Code Restrictions

Data Transport Service Access Channel Service

Derived Data Channel (a.k.a. BellSouth SPA Derived Data Channel) Service
Digital Electronic Tandem Switching Features

Digital ESSX® service

Direct-Inward Dialing (DID) Service

Directory Assistance (Local)

Directory Assistance Call Completion (DACC)

Directory Assistance Database Services

Directory Assistance - IntraNPA Long Distance Directory Assistance
Directory Publishers Database Service

Dual Service

Electronic White Pages

Emergency Reporting Services

Equipment for Disabled Customers

ESSX® Service

ESSX®* Multi-Account service

ESSX® ISDN service

PSC KY. TARIFF 2A

Fifth Revised Page 6

Cancels Fourth Revised Page 6
EFFECTIVE: May 1, 2000

Exchange Access Connectionless Data Service (a.k.a. BellSouth Exchange Access Connectionless Data Service)

Exchange Access Frame Relay Service (a.k.a. BellSouth Exchange Access Frame Relay Service)

Extension Service (Channels for) and Tie Lines
Foreign Central Office Service
Foreign Exchange Service

Material previously appearing on this page now appears on page(s) 8 & 9 of this section.
Material appéaring on this page previously appeared on page(s) 4, 5 and 8 of this section.

® Registered Service Mark of BellSouth Intellectual Property Corporation
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BELLSOUTH

TELECOMMUNICATIONS, INC.
KENTUCKY

ISSUED: December 17, 1999

BY: E.C. Roberts, Jr., President - KY
Louisville, Kentucky

A36. PRICE REGULATION PLAN
A36.1 Company Price Regulation Plan (Cont'd)

A36.1.4 List of Services by Category (Cont'd)

C.

Material previously appearing on this page now appears on page(s) 4 of this section.
Material appearing on this page previously appeared on page(s) 5, 8 & 9 of this section.
® BellSouth is a registered trademark of BellSouth Intellectual Property Corporation

Retail Category (Cont’d)

Frame Relay Service (a.k.a. BellSouth Exchange Access Frame Relay service)

Grouping Service

High Voltage Protection

Hot Line Service

Improved Mobile Telephone Service (IMTS)
Information Delivery Service (976 Dial-It)

‘ GENERAL SUBSCRIBER SERVICES TARI’

PSC KY. TARIFF 2A

Fourth Revised Page 7
Cancels Third Revised Page 7
EFFECTIVE: May 1, 2000

Integration Plus Management Service (IPMS) (FlexServ (a.k.a. BellSouth® SPA Customer Reconfiguration), NUIS)

Interconnection

Inter-Switch Simplified Message Desk Interface

IntraLATA Long Distance Operator Verification/Interruption Service

IntraNPA LD Operator Service Req. TN Assistance

Intro Native Mode LAN Interconnection Service

Introduction of Two-Way WATSSaver® service and Two-Way Aggregated Plans
ISDN Individual Services - Residential and Business

Joint User Service
Late Payments

LightGate (a.k.a. BellSouth SPA Point to Point Network) Service

Line Out Service Feature

Local Exceptions

Local Operator Verification/Interrupt
MegaLink® Channel Service

MegaLink® ISDN Service

MegaLink® Service

MegaLink®Plus Service

Message Waiting Indication - Audible (MWI)
Miscellaneous Listing

Multifeature Discount Plan

Multiline Hunt Queuing

MultiServ® Service

MultiServ® Plus Service

MultiServ® Multi-Account Service (MMAS)
NAR ESSX-1

Network Access Register Package

©
M)
M)
M)
M)
(M)
M)
M)
M)
M)
M)
M)
M)
M)
M)
M
M)
M)
M)
M)
M)
M)

MYT)

M)
M)
M)
M)
™)
M)
M)
M)
M)
M)
M)




BELLSOUTH ‘ GENERAL SUBSCRIBER SERVICES TARI’ PSC KY. TARIFF 2A

TELECOMMUNICATIONS, INC. Tenth Revised Page 8
KENTUCKY Cancels Ninth Revised Page 8
ISSUED: December 17, 1999 EFFECTIVE: May 1, 2000

BY: E.C. Roberts, Jr., President - KY
‘ Louisville, Kentucky
A36. PRICE REGULATION PLAN

A36.1 Company Price Regulation Plan (Cont'd)
A36.1.4 List of Services by Category (Cont'd)

C. Retail Category (Cont’d) ©
Network Interface Equipment . ™M)
Non-Competitive Service Connection Charges (M)
Non-Published (Private) Listing ™M)
Non-Published (Semi-Private) Listing M)
Obsolete Telephone Answering Service M)
Operator Assisted Calls (Local Operator and Calling Card Services) ™)
Operator Dialed Surcharge M)
Optional Calling Plans M)
Pole and Anchor Attachments M)
Premises Work Charges M)
Premises Work Charges - Complex Residence and Business M)
Prestige Communications Service (PCS) M)
Private Line Channels Payment Arrangements ™M)
Private Line Sampling Arrangements M)
PulseLink® Public Packet Switching (PPSN) Network Service (M)
Remote Call Forwarding Service ) M)
Residential State Wide Rate Schedule (Flat, Measured, Message and ACS) M)

‘ Returned Check Charge M)
RingMaster® Service (M)
Route Diversity and Avoidance i (M)
Selective Class of Call Screening Service M)
Service Expediting Charge . M)
Simplified Message Desk Interface (SMDI) M)
SMARTRing® service (a.k.a. BellSouth Dedicated Ring) M)
Special Number Acquisition Charge M)
Special Service Arrangements M)
Surrogate Client Number M)
SynchroNet” Service M)
Telecommunication Service Priority (TSP) System M)
Telephone Answering Service Facilities M)
Toll Restriction (Battery Reversal in C.O.) M)
Toll Trunks (Toll Terminals) M)
Touch-Tone Calling Service M)
TouchStar® Service M)
Trouble Determination Charge M

Material previously appearing on this page now appears on page(s) 5, 6 & 7 of this section.
Material now appearing on this page previously appeared on page(s) 5,6 & 9 of this section.
* Registered Service Mark of BellSouth Intellectual Property Corporation

* BellSouth is a registered trademark of BellSouth Intellectual Property Corporation




BELLSOUTH . GENERAL SUBSCRIBER SERVICES TARI""
TELECOMMUNICATIONS, INC. :

KENTUCKY
ISSUED: December 17, 1999

BY: E.C. Roberts, Jr., President - KY
‘ Louisville, Kentucky

A36. PRICE REGULATION PLAN

A36.1 Company Price Regulation Plan (Cont'd)

A36.1.4 List of Services by Category (Cont'd)
C. Retail Category (Cont’d)
Trunk Lines
Trunk Side Access Facility - Local Exchange Service
Two-Point Service (Long Distance Message Telecommunications Service)
Uniform Access Number (UAN)
Voice Mail Companion Services Package

PSC KY. TARIFF 2A

Fifteenth Revised Page 9

Cancels Fourteenth Revised Page 9
EFFECTIVE: May 1, 2000

VG/Sub VG/Wired Music Service/Commercial Quality Video (a.k.a. BellSouth SPA Commercial Quality Video)

Volume Usage Measured Rate Service
Warm Line Service

ZipCONNECT® Service

Zone Charges - Business

Zone Charges - Residential

Material previously appearing on this page now appears on page(s) 7 & 8 of this section.
Material now appearing on this page previously appeared on page(s) 6 of this section.

* Registered Service Mark of BellSouth Intellectual Property Corporation
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M)
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BELLSOUTH ‘ GENERAL SUBSCRIBER SERVICES TARI,
TELECOMMUNICATIONS, INC.
KENTUCKY
ISSUED: December 17, 1999
BY: E.C. Roberts, Jr., President - KY
Louisville, Kentucky

A36. PRICE REGULATION PLAN

A36.1 Company Price Regulation Plan (Cont'd)

A36.1.5 Annual Filing Process (Applicable to Basic Residential Rates beginning on May 1, 2002)
A. (DELETED)
B. (DELETED)

PSC KY. TARIFF 2A
First Revised Page 10
Cancels Original Page 10
EFFECTIVE: May 1, 2000
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BELLSOUTH ‘ GENERAL SUBSCRIBER SERVICES TARI’ PSC KY. TARIFF 2A

TELECOMMUNICATIONS, INC. First Revised Page 11
KENTUCKY Cancels Original Page 11
ISSUED: December 17, 1999 EFFECTIVE: May 1, 2000

BY: E.C. Roberts, Jr., President - KY
Louisville, Kentucky

A36. PRICE REGULATION PLAN

A36.1 Company Price Regulation Plan (Cont'd)

A36.1.5 Annual Filing Process (4pplicable to Basic Residential Rates beginning on May 1, 2002)
C. Adjustments to Basic Residential Rates are limited to the amount of revenue calculated by the following formula:
1. (DELETED)
2. (DELETED)
3. Gross Domestic Product Price Index (GDP-PI) '
of the most recent year December — February time period
. GDP-PI of the previous year December — February time period
5. Change in GDP-PI ((L3 divided by L4)-1)
Allowed Rate Changes
a. Present Total Revenue (Basic Residential Service)
b. Line$
c. (6a.)(6b.) = Allowed Total Revenue Adjustment — Current Year
d. Total increase or decrease allowed but not taken in previous years since 5/1/2002
e. Total allowed revenue adjustment — Current Year
D. (DELETED)

Note 1: The source is the US Department of Commerce Bureau of Economic Analysis.

©)
©
D)
D)

©
©

©
©
©
©)
©
©
(D)
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TELECOMMUNICATIONS, INC. First Revised Page 12
KENTUCKY Cancels Original Page 12
ISSUED: December 17, 1999 EFFECTIVE: May 1, 2000

BY: E.C. Roberts, Jr., President - KY
Louisville, Kentucky

A36. PRICE REGULATION PLAN

A36.1 Company Price Regulation Plan (Cont'd)

A36.1.5 Annual Filing Process (Applicable to Basic Residential Rates beginning on May 1, 2002) ©
E. (DELETED) (D)
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